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CONTROLLER'S  OFFICE 
CITY  SERVICES  AUDITOR 

The  City  Services  Auditor  was  created  within  the  Controller's  Office  through  an  amendment  to  the 
City  Charter  that  was  approved  by  voters  in  November  2003.  Under  Appendix  F  to  the  City  Charter, 
the  City  Services  Auditor  has  broad  authority  for: 

•  Reporting  on  the  level  and  effectiveness  of  San  Francisco's  public  services  and 
benchmarking  the  city  to  other  public  agencies  and  jurisdictions. 

•  Conducting  financial  and  performance  audits  of  city  departments,  contractors,  and  functions 
to  assess  efficiency  and  effectiveness  of  processes  and  services. 

•  Operating  a  whistleblower  hotline  and  website  and  investigating  reports  of  waste,  fraud,  and 
abuse  of  city  resources. 

•  Ensuring  the  financial  integrity  and  improving  the  overall  performance  and  efficiency  of  city 
government. 

The  audits  unit  conducts  financial  audits,  attestation  engagements,  and  performance  audits. 
Financial  audits  address  the  financial  integrity  of  both  city  departments  and  contractors  and  provide 
reasonable  assurance  about  whether  financial  statements  are  presented  fairly  in  all  material  aspects 
in  conformity  with  generally  accepted  accounting  principles.  Attestation  engagements  examine, 
review,  or  perform  procedures  on  a  broad  range  of  subjects  such  as  internal  controls;  compliance 
with  requirements  of  specified  laws,  regulations,  rules,  contracts,  or  grants;  and  the  reliability  of 
performance  measures.  Performance  audits  focus  primarily  on  assessment  of  city  services  and 
processes,  providing  recommendations  to  improve  department  operations. 

We  conduct  our  audits  in  accordance  with  the  Government  Auditing  Standards  published  by  the  U.S. 
Government  Accountability  Office  (GAO).  These  standards  require: 

•  Independence  of  audit  staff  and  the  audit  organization. 

•  Objectivity  of  the  auditors  performing  the  work. 

•  Competent  staff,  including  continuing  professional  education. 

•  Quality  control  procedures  to  provide  reasonable  assurance  of  compliance  with  the  auditing 
standards. 


Audit  Team:    Mark  Tipton,  Audit  Manager 

Edvida  Moore,  Associate  Auditor 
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CITY  AND  COUNTY  OF  SAN  FRANCISCO 


OFFICE  OF  THE  CONTROLLER 


Ben  Rosenfield 
Controller 


Monique  Zmuda 

Deputy  Controller 


July  31,  2008 

San  Francisco  Airport  Commission 
P.O.  Box  8097 

San  Francisco  International  Airport 
San  Francisco,  CA  94128-8097 

President  and  Members: 

The  Controller's  Office,  City  Services  Auditor,  presents  its  report  concerning  the  audit  of  SSP 
America,  Inc.  (SSP  America).  SSP  America  began  operating  two  restaurants  at  the  San 
Francisco  International  Airport  under  a  temporary  permit  on  September  1 ,  2004.  At  the  end  of 
March  2005,  SSP  America  closed  for  renovations.  Commencing  on  July  15,  2005,  SSP 
America  re-opened  the  two  restaurants,  Anchor  Steam  Brewing  Company  (Anchor  Brewing) 
and  T.G.I.  Friday's  (T.G.I.F.),  under  two  10-year  leases  with  the  Airport  Commission. 

Reporting  Period:    January  1 ,  2005,  through  December  31 ,  2007 

Rent  Paid:  Anchor  Steam  Brewing  Company  $632,560 


•  SSP  America  reported  gross  revenues  of  $5,253,857  to  the  Airport  Department  (Airport) 
for  its  Anchor  Brewing  operations,  and  $4,466,620  for  its  T.G.I.F.  operations,  for  a  total 
of  $9,720,477.  According  to  its  accounting  records,  however,  the  gross  revenues  that 
SSP  America  reported  for  Anchor  Brewing  were  overstated  by  $149,918. 

•  SSP  America  overpaid  its  concession  rent  to  the  Airport  by  $126,507.  This  occurred 
primarily  because  SSP  America  did  not  properly  apply  the  percentage  rent  rates 
contained  in  its  leases.  The  Airport  issued  credits  to  SSP  America,  but  we  did  not 
attempt  to  determine  if  the  credits  corrected  the  rent  overpayments. 

The  responses  from  the  Airport  and  SSP  America  are  attached  to  this  report.  The  Controller's 
Office,  City  Services  Auditor,  will  work  with  the  Airport  to  follow  up  on  the  status  of  the 
recommendations  made  in  this  report. 

Respectfully  submitted, 


T.G.I.  Friday's 
Total 


561.011 
$1,193,571 


Results: 
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INTRODUCTION 


Audit  Authority 


Background 


Objectives 


Scope  and  Methodology 


The  Office  of  the  Controller  (Controller)  has  authority  under 
the  San  Francisco  Administrative  Code,  Chapter  10,  Article 
1,  Section  10.6-2  to  audit,  at  regular  intervals,  all  leases  of 
City-owned  real  property  where  rent  of  $100,000  or  more  a 
year  is  to  be  paid  to  the  City.  In  addition,  the  City  Charter 
provides  the  Controller,  City  Services  Auditor,  with  broad 
authority  to  conduct  audits.  We  conducted  this  audit  under 
that  authority  and  pursuant  to  an  audit  plan  agreed  to  by 
the  Controller  and  the  Airport. 

SSP  America,  Inc.  (SSP  America,  formerly  Creative  Host 
Services,  Inc.)  initially  operated  Anchor  Steam  Brewing 
Company  (Anchor  Brewing)  and  T.G.I.  Friday's  (T.G.I.F.)  at 
the  San  Francisco  International  Airport  (Airport)  under 
temporary  permit  number  3708.  The  temporary  operations 
began  on  September  1 ,  2004,  and  were  discontinued  at  the 
end  of  March  2005  when  the  restaurants  closed  for 
renovations.  Effective  July  15,  2005,  SSP  America 
reopened  Anchor  Brewing  and  T.G.I.F.  under  Airport  lease 
numbers  03-0200  and  03-0197,  respectively.  Both  of  these 
are  10-year  leases  that  require  SSP  America  to  pay  the 
Airport  a  base  rent  equal  to  the  greater  of  a  minimum 
annual  guarantee  (MAG)  or  a  tiered  percentage  rent  of  8  to 
12  percent  of  annual  gross  revenues. 

The  objectives  of  this  audit  were  to  determine  whether: 

•  The  monthly  statements  of  gross  revenues  that  SSP 
America  submitted  to  the  Airport  accurately  reflect  the 
gross  revenues  of  the  two  restaurants  based  on 
monthly  and  daily  records. 

•  SSP  America  paid  the  proper  amount  of  rent  to  the 
Airport,  according  to  the  terms  of  its  lease  agreements. 

•  SSP  America  currently  has  no  overdue  rents  payable  to 
the  Airport  for  the  audit  period. 

Our  audit  covered  the  period  from  January  1 ,  2005,  through 
December  31 ,  2007.  To  conduct  the  audit,  we  examined 
the  applicable  terms  of  the  permit  and  leases  and  the 
adequacy  of  SSP  America's  procedures  for  collecting, 
recording,  summarizing,  and  reporting  its  gross  revenues  to 
the  Airport.  To  determine  whether  SSP  America  accurately 
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reported  its  gross  revenues  to  the  Airport,  we  compared  its 
reported  gross  revenues  to  those  recorded  in  its  internal 
monthly  summary  records  for  all  months  of  the  audit  period. 
We  tested,  on  a  sample  basis,  SSP  America's  monthly 
sales  records  and  daily  sales  reports.  We  also  determined 
whether  SSP  America  had  any  outstanding  payments  due 
to  the  Airport  for  the  audit  period. 

We  conducted  this  performance  audit  in  accordance  with 
generally  accepted  government  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to 
obtain  sufficient,  appropriate  evidence  to  provide  a 
reasonable  basis  for  our  findings  and  conclusions  based  on 
our  audit  objectives.  We  believe  that  the  evidence  obtained 
provides  a  reasonable  basis  for  our  findings  and 
conclusions  based  on  our  audit  objectives. 


AUDIT  RESULTS 


SSP  America  Overstated        SSP  America  reported  revenues  of  $5,253,857  to  the 
Its  Revenues  to  the  Airport  for  Anchor  Brewing  and  $4,466,620  in  revenues  for 

Airport  T.G.I.F.,  for  a  total  of  $9,720,477.  We  found,  however,  that 

the  revenues  reported  for  Anchor  Brewing  were  overstated 
by  $149,918  (2.9  percent).  Although  SSP  America  correctly 
reported  T.G.I.F.'s  July  2006  revenues  as  $149,918,  it  also 
included  this  amount  with  Anchor  Brewing's  revenues,  thus 
reporting  them  as  $300,786,  rather  than  the  correct  amount 
of  $150,868.  This  error  resulted  in  SSP  America  paying 
$21 ,008  more  in  percentage  rent  for  Anchor  Brewing's  July 
2006  operations  than  was  actually  due.  Exhibit  1  shows  the 
amount  of  gross  revenues  that  SSP  America  reported  to  the 
Airport  for  each  lease  year  under  review. 


l^TIT^IT^'M  SSP  America's  Reported  and  Audited  Gross  Revenues 

A 

B 

C 

D 

E 

F 

Lease  Year 

Revenues 
Reported  - 
Anchor 

Revenues 
Reported  - 
T.G.I.F. 

Total  Gross 
Revenues 
Reported 

Total  Gross 
Revenues 
Audited 

Revenues 
Over/(Under) 
Reported 
(=D-E) 

1/2005-12/2005 
1/2006-12/2006 
1/2007-12/2007 

$1,286,500 
1,916,240 
2,051,117 

$1,189,120 
1,668,833 
1,608,667 

$2,475,620 
3,585,073 
3,659,784 

$2,475,620 
3,435,155 
3,659,784 

$  0 
149,918 
0 

Total 

$5,253,857 

$4,466,620 

$9,720,477 

$9,570,559 

$149,918 

Sources:  Airport  Accounting  monthly  sales  reports  and  SSP  America's  accounting  records. 


SSP  America  overpaid  its  rent      For  the  audit  period,  January  1 ,  2005,  through  December 
to  the  Airport  31 ,  2007,  SSP  America  paid  the  Airport  $1 ,1 93,571  in 

percentage  rent.  This  amount  consisted  of  $632,560  for 
Anchor  Brewing's  operations,  and  $561,011  for  T.G.I.F.'s 
operations.  We  determined  that  SSP  America  overpaid  rent 
to  the  Airport  for  Anchor  Brewing  and  T.G.I.F.  by  $74,465 
and  $52,042,  respectively,  for  a  total  overpayment  of 
$1 26,507. 1  Exhibit  2  shows  the  percentage  rent  payments 
that  SSP  America  made  to  the  Airport  for  each  of  the  two 
restaurants. 


1  This  amount  includes  the  $21 ,008  discussed  above. 
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The  leases  require  SSP  America  to  pay  the  Airport  a  base 
rent  per  lease  year.  Base  rent  is  the  greater  of  the 
minimum  annual  guarantee  (MAG)  or  the  percentage  rent. 
The  leases  define  percentage  rent  as  the  sum  of: 

a)  8  percent  of  gross  revenues  achieved  up  to  and 
including  $600,000,  plus, 

b)  10  percent  of  gross  revenues  achieved  from 
$600,000.01  up  to  and  including  $1,000,000, 
plus, 

c)  12  percent  of  gross  revenues  achieved  over 
$1,000,000. 

SSP  America  overpaid  its  rent  by  $126,507,  primarily 
because  it  made  errors  in  applying  the  percentage  rent 
provisions  of  its  leases  with  the  Airport  as  follows: 

•  For  the  first  month  that  SSP  America  reopened  for 
business  (July  2005),  it  paid  rent  to  the  Airport  at  20 
percent  of  gross  revenues  (the  effective  rate  during  its 
temporary  operations  under  permit  3708). 

•  Although  the  leases  provide  for  tiered  percentage  rent 
payments,  as  described  above,  we  found  that,  more 
often  than  not,  SSP  America  used  the  highest  of  the 
three  percentage  rent  rates  (12  percent)  to  calculate 
rent  due  to  the  Airport.  They  could  not  explain  why  this 
occurred. 

•  In  those  instances  when  SSP  America  did  calculate  rent 
at  the  beginning  rate  of  8  percent,  it  continued  up  the 
scale  to  12  percent  and  stayed  there,  even  though  the 
graduated  rent  rates  are  to  restart  at  the  beginning  of 
each  lease  year. 

The  Airport  issued  several  At  the  end  of  each  lease  year,  the  Airport  performs  a 

credits  to  SSP  America  reconciliation  to  determine  the  amount  by  which  SSP 

America  may  have  underpaid  or  overpaid  any  of  several 
amounts  due,  including  percentage  rent.  The  Airport  then 
issues  SSP  America  an  invoice  or  a  credit  memo. 

SSP  America's  regional  controller  stated  that  she  was  not 
always  sure  why  the  Airport  had  issued  credits.  However, 
based  on  our  explanation  of  the  percentage  rent  provisions 
in  the  leases,  she  said  she  assumes  that  the  credits  may 
have  resulted  from  SSP  America's  practice  of  paying  its 
rent  at  the  rate  of  12  percent,  rather  than  on  the  graduated 
scale.  She  also  said  she  was  unaware  of  the  fact  the  tiered 


SSP  America  made  errors 
applying  the  percentage  rent 
terms  of  its  leases. 
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percentage  rates  must  be  restarted  at  the  beginning  of 
each  lease  year. 

Calculating  the  total  amount  of  credits  the  Airport  has 
issued  to  SSP  America  to  date,  and  determining  the  actual 
reasons  (i.e.,  specific  overpayments)  for  which  the  credits 
were  issued,  are  beyond  the  scope  of  this  audit.  We 
therefore  recommend  that  the  Airport  perform  these  steps. 


Recommendations  The  Airport  should: 

1 .  Calculate  the  total  amount  of  the  credits  that  it  has 
issued  to  SSP  America  for  the  audit  period  to  determine 
the  final  amount  to  be  reimbursed  by  the  Airport  in 
overpaid  percentage  rent. 

2.  In  the  event  any  portion  of  the  overpayment  has  not  yet 
been  reimbursed,  either  issue  an  additional  credit  for 
that  amount,  or  apply  the  credit  to  current  payments  that 
may  be  due  from  SSP  America,  as  deemed  appropriate 
by  the  Airport. 

3.  Review  the  percentage  rent  provisions  of  the  lease 
agreements  with  SSP  America  and  review  SSP 
America's  rent  payments  to  ensure  that  that  those 
provisions  are  now  being  properly  applied,  to  prevent  a 
recurrence  of  this  situation. 

4.  Ensure  that  SSP  America  is  aware  of  the  need  to  restart 
application  of  the  tiered  percentage  rent  rates  at  the 
beginning  of  each  lease  year. 


s 


ATTACHMENT:  AIRPORT'S  RESPONSE 


SFO 


San  Francisco  International  Airport 


July  18.  2008 


Robert  Tarsia 

Deputy  Audit  Director 

City  Hall,  Room  476 

I  Dr.  Carlton  B.  Goodlett  Place 

San  Francisco,  C A  94102 


P.O.  Rox  WW 
San  ftwidsca  CA  9-1 !  ?8 
Tel  650.6? >.5000 
Fax  (I'lO  821.5005 
www  ftysro  com 


AlHPORT 
COMMISSION 

CirV  ANtl  COUNT  V 
Of  SAN  f  HANCISCO 

CiAVIN  NEIVSOM 
MAtOD 

IAP.BV  MAZ/OIA 
LINOA  S  '.KAY  TON 

Vti  f  PRFStOf.til 


Et.CA.NOft  JOHN'.', 
Ul(  HAHO  I  GUGCil  Nl.iMt 


IOI1NI  MAKIPN 

MKfngr  omecxoe 


Subject:  .Audit  of  SSP  America,  Inc.  dba  Anchor  Steam  Brewing  Company  and 
T.G.I.  Friday's 

Dear  Mr.  Tarsia: 

We  have  reviewed  the  subject  audit  and  have  attached  the  Audit  Recommendation  and 
Response  Form  forwarded  via  email  stating  the  following  recommendations  the  Airport 
must  take  action  on: 

1 .  Calculate  the  total  amount  of  the  credits  that  it  has  issued  to  SSP  America  for  the 
audit  period  to  determine  the  final  amount  to  be  reimbursed  by  the  Airport  in 
overpaid  percentage  rent. 

2.  In  the  event  any  portion  of  the  overpayment  has  not  yet  been  reimbursed,  the 
Airport  will  issue  an  additional  credit  for  that  amount,  or  apply  the  credit  to  current 
payments  that  may  be  due  from  SSP  America,  as  deemed  appropriate  by  the 
Airport. 

3.  Review  the  percentage  rent  provisions  of  the  lease  agreements  with  SSP  America 
and  review  SSP  America's  rent  payments  to  ensure  that  those  provisions  are  not 
being  properly  applied,  to  prevent  a  recurrence  of  this  situation. 

4.  Ensure  that  SSP  is  aware  of  the  need  to  restart  application  of  the  tiered  percentage 
rent  rates  at  the  beginning  of  each  lease  year. 


Thank  you  for  your  work  on  this  audit. 
Sincerely, 

A  i 


Cheryl  Nashir 

Associate  Deputy  Airporty  Director 
Revenue  Development  &  Management 

Attachment 

cc:       Gigi  R.  Ricasa 
Sharon  Perez 
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ATTACHMENT:  SSP  AMERICA'S  RESPONSE 


PAnicncd 


July  30.  2008 


Robert  Tarsia 

Deputy  Audit  Director 

City  Hall.  Room  476 

1  Dr.  Carlton  B.  Goodlelt  Place 

San  Francisco.  CA.  94102 

Subject:  Response  letter  regarding  audit  of  SSP  America,  Inc.  dba  Anchor  Steam  and 
T.G.I.  Friday's 

Dear  Mr.  Tarsia: 

We  have  re\  iewed  the  audit  findings  submitted  by  Controller's  Audits  Division  on  July 
1 8,  2008  and  concur  with  the  results  as  noted. 

We  have  already  taken  action  and  noted  that  the  tier  thresholds  regarding  the  percentage 
rent  is  to  be  calculated  in  accordance  with  the  lease  agreement  and  commence  every 
January  P,  which  is  the  beginning  of  each  lease  year. 

We  will  be  contacting  the  SFO  Airport  to  further  discuss  the  overpayment  of  percentage 
rent  paid  to  them  in  the  amount  of  $1 26,507  and  how  we'd  like  to  have  this  applied. 


Sincerely, 


K  im  Koehler 
Regional  Controller 
SSP  America 

Reno- Tahoe  International  Airport 
2000  E.  Plumb  Lane 
Reno.  Nv.  89502 
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